This paper investigates the relationship between Foreign Direct Investment (FDI) 
I. Introduction
Capital is the cornerstone of any production process at both the micro and the macroeconomy levels. Capital can be obtained through domestic sources as well as through foreign sources, which is mostly in the form of Foreign Direct Investment (FDI). FDI inflows have multifaceted features which make them preferable to other sources of capital. These features include filling savings-investment gaps, relaxing foreign exchange constraints, and consisting of a bundle which includes not only capital but also technology, knowledge, and marketing and managerial skills (Grossman and Helpman, 1992; Walz, 1997; Pradham, 2003) .
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Kamal A. El-Wassal, Assistant Professor, Department of Economics, Faculty of Commerce ,University of Alexandria, Egypt, E-mail: kelwassal@yahoo.com, kelwassal@gmail.com, Tel:++971 4 2218382 (Home), ++971 50 3447594 (Mobile) FDI has become the most stable and the largest component of capital flows to developing countries. As a result, FDI is considered an important element in the economic development process. Yet the role of FDI in the economic growth/development process has for long been a topic of intense debate. To date, the empirical evidence of the effect of FDI on economic growth is not conclusive. While one stream of research has indicated a positive impact of FDI on economic growth, another stream reports otherwise. A third stream of research suggests that the effect of FDI on a host country's economy is dependent on the country's absorptive capacity in terms of its human capacity and the level of economic and financial development (Hermes & Lensink, 2004; Makki and Somwaru, 2004) . FDI flows around the world have dramatically increased in the past three decades. World FDI flows rose from $54 billion in 1980 to $208 billion in 1990, then to $1,401 billion in 2000 before falling to $1,114 in 2009. Arab countries were not an exception to this trend. Total FDI inflows to Arab countries increased from a mere $502 million in 1970 to $1,288 million in 1990, then jumped to $6,056 million in 2000 before soaring to $47.6 and $79.2 billion in 2005 and 2009 respectively (UNCTAD).These trends reflect the increasing importance of FDI flows both for recipient and exporting countries. This paper aims at answering two main questions. First, did FDI inflows contribute to economic growth in Arab countries over the period ? Second, can countryspecific features and initial conditions explain cross-country variations in the growth benefits of FDI? Answers to these questions provide insights into how changes in economic and institutional conditions can affect FDI prospects for Arab countries, as well as inform policy responses for acquiring growth benefits from FDI in the future. To shed light on these questions, the paper utilizes dynamic panel growth regressions to empirically examine the impact of FDI on economic growth in 16 Arab countries  over the last four decades and determine how country-specific factors can explain variations in the growth benefits of FDI. This paper contributes to the existing literature in two dimensions. First, unlike most existing studies which largely consider either developing or developed economies, or a group of both developing and developed economies, this paper focuses solely on Arab countries. Second, the paper adds to the growing literature by studying a range of supporting conditions and structural policy-related factors that seem to play an important role in shaping the relationship between FDI and economic growth.
The rest of the paper is structured as follows. Section II documents the trends and developments in FDI inflows to Arab countries from the early 1970s to the late 2010s. Section III provides a selective literature review of the link between FDI and growth and the importance of initial conditions in mediating this relationship. The empirical methodology is presented in section IV. Section V presents a discussion of the paper's results and section VI draws some policy conclusions
II. FDI Inflows to Arab Countries (1970-2008)
The past four decades have seen remarkable changes in FDI inflows to Arab countries. In relative terms, OPEC Arab countries received 60% and 68% of total FDI to Arab countries in 2005 and 2010 respectively. These developments in OPEC Arab countries' share of total FDI to Arab countries cannot be isolated from the changes in oil prices, which rose by more than 400% in the mid 1970s and stagnated in the 1980s and 1990s before booming in the 2000s. The surge in FDI flows to Arab countries -and worldwide -over the last decade (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) was related to several factors. First, there has been a steady increase in the growth rate in both G7 and major emerging economies, especially China and India, which has coincided with strong growth in emerging markets. Although most FDI flows to Arab countries originate from developed countries, a number of new players emerged from middle-income countries. FDI flows from these new investors have been both seeking new markets -created by market-oriented reforms -and resources/extractive investment in mining and agriculture. Second, as reported by the World Bank (2010), the sharp increase in global FDI flows before the financial crises largely reflects a surge in inexpensive debt financing, where international interest rates remained low over a sustained period resulting in abundant global liquidity and low borrowing costs. Third, the increased role of institutional lenders in developed economies, such as mutual and pension funds as financial intermediaries, as well as the increased importance of securitization, also represented a "push" factor in the form of a secular change which boosted funding for FDI. Fourth, the macroeconomic environment and policies towards FDI in Arab countries improved consistently over the last two decades, which can partially explain the recent sharp rise in FDI inflows to Arab countries. Fifth, booming oil and commodity prices propelled FDI into extractive sectors, especially in OPEC Arab countries. Lastly, most Arab countries have taken a wide range of measures to encourage the role and participation of the private sector during the last two decades. These measures and policies include vigorous programs of privatization, trade liberalization, and abolition of foreign exchange controls. It is worth noting that although Arab countries have defining characteristics in common, such as the relatively small size of the manufacturing sector in the economy, the significant importance of rent-seeking activities, the heavy reliance on exporting raw materials (oil and/or agricultural products), imperfection in factors and goods markets, weak economic fundamentals, and poor institutional quality, they differ in key features. Examples are market size, standards of living, per capita income, and population structure. For instance, Qatar, one of the smallest Arab countries -with a population of less than 2 million -is a gas/oil producer and a member of OPEC, with the highest GDP per capita in 2009 ($ 61,532), while Egypt is the largest country (approaching 90 million population), and the most industrialized, but with GDP per capita $2,371 (World Bank Indicators: World Bank). Finally, as oil -either directly or indirectly -plays a critical role in determining the structure of the economy, international trade patterns and standards of living in Arab countries, classifying Arab countries based on OPEC membership is a reasonable and accepted criterion and has been followed in this paper.
III. Selective Literature Review
The relationship between FDI and economic growth has been extensively discussed and examined in the economic literature. Three main theoretical perspectives on this relationship can be distinguished: i) the "positive" view, ii) the "negative" view, and iii) "the dependent impact" view. The "positive" view is based mainly on the neoclassical theory of economic growth (endogenous growth models). According to this view, FDI can promote economic growth in host countries through both direct and indirect benefits. Direct benefits stem from the standard neoclassical arguments, which assume that economic growth is primarily capital-driven. Since FDI augments domestic capital accumulation, it can enhance the potential for economic growth. That is, FDI flows can complement limited domestic savings in host countries and, by reducing the cost of capital, augment growth. In addition, FDI might even increase domestic investment in the presence of complementarities and so have an indirect positive impact on total domestic investments (Sylwester, 2005) . Indirect benefits of FDI on growth are suggested by endogenous growth models which consider knowledge and technology as factors of production (Romer, 1994) . FDI flows can bring productivity gains in host countries through transfers of technology (adoption of new production techniques), skill acquisition (education and training of workers), competition (efficient use of existing resources by domestic firms), and exports (expansion of export potential of domestic firms) (Moran et al., 2005) . It has even been argued that externalities generated by FDI in promoting growth could be more valuable than its direct generation of more output by complementing domestic investment (Kumar and Pradham, 2002) . The "negative" view, which is based on "Dependence Theory", on the other hand, argues that FDI flows might have a negative effect on growth and increase income inequality (Bornschier et al., 1978; Nolan, 1983) . FDI might also create an industrial structure in which monopoly is predominant, leading to "underutilization of productive forces" (Chase-Dunn, 1975) . Furthermore, FDI crowds out local investment because local firms cannot compete due to limitations in size, financing, and marketing power. This argument is in line with Amin's assertion that an economy controlled by foreigners would not develop organically, but would rather grow in a disarticulated manner, as the multiplier impact by which demand in one sector of a country creates demand in another is weak, thereby leading to stagnant growth in host countries (Amin, 1974) . In addition, expatriation of profits by foreign investors leads to stagnant growth in the host country and transfers demand to the international market rather than the domestic market (Reis, 2001) . The conflict between the "negative" and "positive" views of the relationship between FDI and growth has been shifted to empirical research as the empirical findings, especially those based on cross-country research, have been largely inconclusive. While some empirical studies conclude that there are growth benefits associated with FDI (for instance, Caves, 1996; De Mello, 1999; Makkii & Somworu, 2004; Hsiao, 2003; Sylwester, 2005) , other studies tend to find no or limited effects of FDI on growth (Chase-Dunn, 1975; Haddad & Harrison, 1993; Dutt, 1997; Hermes & Lensink, 2003; Kose et al., 2009a) . The "dependent impact" view suggests that FDI does not have an "independent" positive effect on economic growth. The impact of FDI is "dependent" on a host country's conditions or its absorptive capacity. More specifically, a number of macroeconomic studies argue that FDI can have a positive impact on economic growth in particular environments. For instance, Blonstron et al. (1994) argue that FDI has positive growth effects when the host country is sufficiently wealthy; that is, FDI can exert a positive effect on economic growth given a threshold level of income in the host country. Below this level FDI growth benefits might vanish. In other words, those countries with income not less than a certain level could absorb new technologies and reap other advantages of FDI. In addition, Alfaro et al. (2004) argue that FDI can promote economic growth in countries with sufficiently developed financial markets. Balasubramanyam et al. (1996) argue that a higher degree of trade openness and export orientation in an economy can facilitate greater transfer of know-how and managerial skills through FDI, and "crowd in" domestic investment. Borensztein et al. (1998) suggest that technology and other productivity spillovers associated with FDI may only translate into higher growth when the host country has a minimum level of stock of human capital. Rajan and Zingales (1998) and Antras (2003) argue that poor quality in a country's institutions can limit the indirect benefits of FDI. On the other hand, sound macroeconomic policies can create a general stimulus for FDI spillovers to domestic investment, according to Mody and Murshid (2005) . Alfaro and Charlton (2007) emphasize the critical role of sectoral composition of FDI inflows on the potential spillover advantages derived from FDI, as those advantages differ markedly across primary, manufacturing and services sectors. Lim (2001) argues that FDI in the extractive sector may have limited beneficial spillovers for growth as it often involves mega projects that rarely employ domestically-produced intermediate goods or labor. In sum, this stream of literature suggests that the growth benefits of FDI depend upon a range of local conditions. This points to the importance of controlling for countryspecific effects in cross-nations studies, which implies that regressions that pool data for countries at significantly different levels of development might produce biased results.
IV. Empirical Methodology
This paper employs a dynamic panel approach to investigate the impact of FDI inflows on economic growth in the Arab countries. The panel consists of annual data from 16 Arab countries over a span of 38 years , but some results focus on the last 15-20 years due to limits on data availability for institutional/qualitative variables . The following regression specification is considered: Y i,t = α + λ γ i,t-1 + β FDI i,t + γ X i,t + µ i + γ i,t where Y i,t is the logarithm of real per capita GDP, FDI i,t is FDI inflows as a percentage of GDP, X i,t represents the set of relevant explanatory variables, µ i represents the timeinvariant country specific effects, and γ i,t is the error term. Explanatory variables include a standard set of determinants that have been identified in the literature as being relatively robust determinants of economic growth. These include gross capital formation as a percentage of GDP as a proxy for capital, secondary school enrollment as a proxy for human capital, financial sector development measured as the ratio of private sector credit to GDP, trade openness measured as the ratio of the sum of exports and imports of goods and services to GDP, monetary stance as measured by CPI inflation rate, and government consumption expenditure as a proxy for fiscal policy stance and population growth. (see Appendix 1 for a description of variables and data sources used). Using dynamic panel methods on cross-country data to assess the impact of FDI inflows on economic growth raises some endogeneity concerns, as some of the regressors may be potentially endogenous or pre-determined in determining economic growth. For example, higher economic growth might attract more FDI inflows, or economic growth and FDI could both be responding to some other factors, such as institutional factors. To address the potential endogeneity of the regressors and to incorporate country-fixed effects, this paper employs the system -GMM approach of Blundell, and Bond (1998) . The Bundell-Blond approach has several advantages. First, it adds lagged differenced variables as instruments in the level equations which may generate substantial efficiency gains when the time span is relatively short. Second, it can identify the coefficients of time -invariant variables in the level equations. Third, the number of valid instruments increases as the length of the panel increases which makes this approach superior to the standard or difference IV estimates. Although the BundellBond approach is often seen as simply a mechanical way of dealing with endogeneity, it is economically sound and has been commonly used in a variety of different contexts (Kose et al, 2009b) . Table 2 reports the regression results of the baseline specification on the full sample as well as the two main subsamples, OPEC Arab countries and non-OPEC Arab countries, to test for within-sample heterogeneity. Results are also presented for the full period and the two sub-periods (1970-1989 and 1990-2008) , to control for the variation in the time period, as the second sub-period has seen significant changes in the macroeconomic environment and policies of most Arab countries. As shown in columns 1, 2 and 3, the coefficients of FDI are mostly significant and positive, implying that FDI flows are associated with GDP growth. Yet the salient feature of the coefficients is the extremely small magnitude. Econometrically, these results suggest a minor or negligible impact of FDI on growth. For example, as suggested by the figures in column 7, a one percent increase in FDI is associated with 0.008 percent increase in per capita GDP growth. To examine whether specific characteristics of certain countries are driving the results, Arab countries, as previously mentioned, are divided into OPEC and non-OPEC countries. Interestingly, the results reported in columns 2 and 3 (Table 2 ) are similar to those reported in column 1. It is widely presumed that long time spans are needed for examining the impact of FDI on economic growth. However, the time period covered can be an important source of variation in results. This is particularly true given the fact that FDI flows to developing countries and Arab countries have really taken off only in the last two decades. To examine the impact of the sample period on the results, the sample time span was divided into two sub-periods: 1970-1989 and 1990-2008 . Columns 4 -9 in Table 3 present the regression results for the sample period and the two sub-periods. The results suggest a beneficial impact of FDI on growth but significant only for the second sub-period. Once again, the results suggest that the positive impact of FDI on growth is clearly very limited. The paper tests the sensitivity of the baseline results in a number of ways: First, it replaces FDI inflows as a percentage of GDP with FDI stock as percentage of GDP, FDI as a percentage of gross capital formation and FDI per capita. Second, to test for robustness of the results to the exclusion of specific group of countries, GCC countries  were excluded, interestingly, the results are quite similar to the results presented in Table 2 .
V. Results and Discussion

Baseline Results
Control Variables
How do financial development, trade openness, human capital, economic liberalization and infrastructure quality influence the growth dividends of FDI? The paper examines four fundamental economic variables that interact with FDI in important ways to determine the growth outcomes of FDI: i) financial development measured as the ratio of private sector credit to GDP, ii) trade openness measured as the ratio of the sum of exports and imports of goods and services to GDP, iii) human capital as proxied by secondary school enrollment, and iv) infrastructure quality as  Gulf Cooperation Council (GCC) members are: Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and United Arab Emirates proxied by a number of variables such as the number of landline telephones per 1000 of population. Although the above mentioned variables influence economic growth, as suggested by the economic growth accounting literature, the purpose here is to examine how they affect the growth benefits of FDI. To this end, the sample countries were divided into two groups: the "high" group and the "low" group. The "high" group has an average value of the relevant indicator that is above the median value over the sample period while the "low" group has an average value of the relevant indicator that is below the median value. Then, the basic specifications are separately run for both the "high" and "low" groups. As shown in Table 3 , the impact of human capital and infrastructure quality is examined only for the period 1990-2008 because of the data limitation. In addition, other important control variables such as institutional quality and sectoral composition of inflows are absent from this examination. Unavailability of data on these variables for a reasonable time span makes it impossible to examine their impact on the benefits of FDI on growth. Table 3 reports the regression results for both the "high" and the "low" group. Surprisingly, the coefficients of DFI in Table 3 do not differ significantly from those in Table 2 which suggest that the variables examined (financial development, trade openness human capital and infrastructure) did not have much to do with the benefits of FDI on growth over the period under consideration.
Discussion of Results
The regression results suggest that FDI inflows to Arab countries over the last four decades have had a limited role in economic growth, which might not seem surprising given that some of the previous studies have reached similar conclusions. What might seem surprising and even puzzling is that relatively high levels of some of the main economic fundamentals, such as human capital, infrastructure and financial development, have not significantly improved the growth dividends of FDI. There are a number of possible explanations of these puzzling results. First, the indicators used to measure the main economic fundamentals might not be correctly reflecting the reality. For instance, secondary school enrollment as a proxy for human capital is a quantitative measure and reveals nothing about the quality of education and skills acquired. Similarly, the supposed indicator of financial development (credit to private sector as a percentage of GDP) does not capture other important aspects of financial development. For example, the importance of a well-developed financial market is often cited as one of the prerequisites for economic growth. Prasad et al (2007) argue that foreign capital inflows including FDI can boost growth only when the recipient countries' financial markets are developed enough to channel foreign capital efficiently to finance productive investment. In addition, Alfaro et al. (2004) found that well-developed financial markets are a precondition for positive effects of FDI on economic development. Tackling the same issue from another perspective, Campos and Kinoshita (2002) argue that foreign investors care about the efficiency of domestic financial markets for its indirect benefit even if they do not raise capital locally. With well-developed local financial markets, it is more likely that local suppliers can invest in upgrading technology and machinery to provide better inputs. Thus, financial market development can be a good signal for the availability of potentially good suppliers. In this regard, it is important to note that Arab financial markets, which were mostly established or re-activated in the 1990s, have seen remarkable "growth" over the last two decades. However, according to most analysts and observers, they are not "developed", which puts serious constraints on their contribution to reaping growth benefits from FDI. Second, the distribution of FDI inflows to Arab countries, which shows a concentration in just a few economies, might help to explain the limited role of FDI in enhancing economic growth. For instance, in the 1970s, Egypt, Algeria and Tunisia received around 70% of total FDI inflows to Arab countries. In the 1980s Saudi Arabia and Egypt hosted more than 80% of total FDI inflows to Arab countries, and it was not until the 2000s that FDI inflows became more widely dispersed among the Arab countries. Yet, even then, oil exporting countries were still receiving the lion's share, with Saudi Arabia and the UAE receiving more than 50% of total FDI inflows to Arab countries. The concentration of FDI in a few "lucky" countries no doubt leaves limited scope for the "unlucky" countries -which received small amounts -to reap the growth benefits of FDI. Furthermore, FDI inflows were concentrated in the mining, extractive and services sectors, which might make less surprising the regression results suggesting at most a limited role for FDI in promoting growth, as will be discussed below. The above considerations might not be enough to explain the puzzling regression results, given the figures in Table 1 which show the rising ratio of FDI to gross fixed capital formation in the last two decades in Arab countries. However, a great deal of the confusion might disappear if we consider FDI mode of entry to Arab countries. As reported by the World Investment Report (UNCTAD, 1999), given the extent to which mergers and acquisitions (M&As) become a more important form of entry of multinational corporations into host countries, the rising ratio of FDI to gross fixed capital formation that can be observed in recent years must be reinterpreted, since it does not necessarily signify an increase in the net contribution to domestic investment in host countries. Rather, it indicates a transfer of ownership, and management control of countries' production facilities, to shareholders located in other countries. This is particularly important for Arab countries' experience in light of the privatization process that has taken place in the last two decades in Arab countries which are major recipients of FDI inflows such as Egypt, Algeria and Tunisia. Further, one of the main "inevitable" weaknesses in regression results presented in this paper -because of data limitation -is that the specifications used to examine the role of FDI in growth, and the variables affecting the growth benefits of FDI, do not include a number of critical variables. On the top of these variables come institutional quality, the degree of diversification of the economy and sectoral composition of FDI. Host country institutions significantly influence investment decisions because these institutions directly affect business operating conditions. Weak protection of property rights implies that foreign financing may not be directed to projects which require long gestation, are investment-intensive and offer low initial profitability. Yet financing for such projects could be particularly useful given domestic financing constraints (Rajan and Zingales, 1998) . Poor institutional quality can also limit the interaction between foreign and local firms only to hiring labor, thereby limiting the indirect benefits derived from FDI (Antras, 2003) . Available data on corruption in Arab countries partially reflects the poor quality of institutions, but the unavailability of data on indicators capturing other dimensions of institutional quality make it not possible to decisively assess the impact of institutional quality on the growth benefits of FDI. With regard to diversification, Dabla-Norris et al. (2010) found that the degree of diversification of the economy plays a significant role in exploiting FDI benefits. Countries with a more diversified economic structure (lower reliance on commodity exports) exhibited higher and statistically significant FDI coefficients in the regression equations. In this regard, it is noteworthy that fuel exports as a percentage of merchandise exports remained at around 80% on average for Arab countries over the last four decades. In addition, manufactured exports as a percentage of merchandise exports, and high-technology exports as a percentage of manufactured exports do not exceed 13% and 3% respectively during the same period. These figures simply reflect less diversified economies which might explain the limited benefits of FDI in Arab countries. With regard to sectoral composition of FDI inflows to Arab countries, comparable data is scarce or even non-existent. Available evidence suggests that the share of FDI in the extractive sector, particularly the petroleum sector (IMF, 2010) , and the service sector, including tourism, banking and financial services, increased significantly in the run-up to the crisis in developing countries (IMF, 2008) . For instance, available data on Africa, where a significant number of Arab economies are located, indicate that a distinct feature of FDI flows to Africa is their sectoral bias. A breakdown of stock figures for 1988 and 1997 shows a slight increase in the primary sector share from 51.8 percent to 53.4 percent of the total stock in Africa (UNCTAD, 1999) . Flows between 1996 and 2000 continued to be concentrated in the primary sector, accounting for nearly 55 per cent of total flows to Africa from major investors, but reaching as high as 80 percent in some years (UNCTAD, 2002) . Another piece of "implicit" or "indirect" evidence revealing a bias against the manufacturing sector is the stagnated manufacturing value-added as a percentage of GDP in Arab countries on average, which was only 8% in 1980 and still did not exceed 12% by 2009. In some oil exporting countries this ratio even decreasedfrom 6% in 1980 to 2% in 2004 as in the case of Kuwait. One might argue that the sectoral composition of FDI flow is the most prominent factors in deriving FDI growth benefits. As noted by the World Investment Report (UNCTAD, 2001) , in the primary sector the scope for linkage between foreign affiliates and local suppliers is often limited. In the service sector the scope for dividing production into discrete stages and subcontracting out large portions to independent domestic firms is also limited. On the other hand, the manufacturing sector has a broad variety of linkageintensive activities. In addition, there are other factors that affect how much benefit can be reaped from FDI which should not be overlooked. These factors include the technological base and the structure and the nature of FDI incentives. Finally, in light of the above discussion, it could be argued that grouping all "preconditions" that have been identified in the literature as prerequisites to deriving growth benefits from FDI in one set and treating them equally is misleading because they are not of equal importance. For instance, having well developed domestic financial markets might not be of great help if FDI inflows are mainly concentrated in the extractive sector because -by nature -this sector has limited beneficial spillovers. The same argument might be valid for other factors such as institutional quality, capital endowments, trade openness and indeed all other factors except for the sectoral composition of FDI inflows, as all these factors cannot perform their "role" in deriving growth benefits if FDI inflows are directed to the primary sector. In other words, the sectoral composition of FDI inflow could be seem as a "necessary" precondition, while all other preconditions are "sufficient" preconditions, for deriving growth dividends from FDI. This argument has important policy implications as it implies that policy objectives and FDI incentive packages should be focused on "directing" FDI inflows to sectors that have a broad variation of linkage-intensive activities, and this also might explain a great deal of the confusion created by the regression results presented in this paper that examined the role of some preconditions in deriving growth benefits from FDI.
VI. Conclusions
The empirical literature on the growth benefits of FDI has been -to a large extentinconclusive. While one strand of research concluded that there are growth benefits associated with FDI, another strand of studies tends to find no effects or limited effects through traditional channels such as capital accumulation. More recently, the literature has identified possible channels through which FDI may be made more effective, such as a minimum threshold level of absorptive capacity: well-developed domestic financial markets, institutional quality and human capital (Borensztein et al.,1998) . Using data on FDI flows for 16 Arab countries from 1970 to 2008, and utilizing a dynamic panel approach, this paper finds that FDI inflows had no or a very limited role in promoting economic growth in Arab countries. A number of sensitivity analyses are carried out through isolating OPEC Arab countries from non-OPEC Arab countries and dividing the time span covered into two sub-periods, yet the results remain robust. In addition, the impact of four of the factors or "preconditions" that have been identified in the literature as determining a country's capacity to take advantage of FDI externalities were assessed. Interestingly, the regression analysis shows that these factors have not significantly helped in deriving more benefits from FDI. The role of other important "preconditions" in deriving growth benefits from FDI has not been examined because of data unavailability. The paper concludes that within these "preconditions" a distinction could be made between what might be called a "necessary" precondition (i.e. without it growth dividends cannot be attained), namely the sectoral composition of FDI (where do FDI inflows flow to?), on one hand, and all other preconditions, such as well-developed domestic financial markets and human capital, that might serve as "sufficient" preconditions, on the other hand. More importantly, the paper's results suggest that economic policies and investment incentives programs should focus not only on FD "quantity" but also on FDI "quality". That is, the primary focus of domestic policy solutions should be to direct FDI inflows to dynamic sectors that have a high potential for beneficial spillovers for growth, such as the manufacturing sector as a first priority, then comes improving levels of the abovementioned "sufficient" preconditions.
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